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Economic Report on Argentina 


Dr. Raul Prebisch, General Secretary of the United Na- 
tions Economic Commission for Latin America, who was 
granted leave of absence to accept a three-month appoint- 
ment as Economic Adviser to the President of the Republic 
of Argentina, made a preliminary report to the President 
on October 27, 1955. Dr. Prebisch stated that the basic 
problem of Argentina is the unsatisfactory rate of its 
economic growth. Consumption has been increasing more 
rapidly than production, with the result that foreign in- 
debtedness has increased and consumption has been at the 
expense of basic capital investment. The acceleration of 
the rate of economic growth requires the removal of 
certain bottlenecks. First, the balance of payments must 
be improved so that a larger volume of raw material 
and capital goods imports can be financed. Second, it is 
necessary to remove the bottlenecks resulting from a short- 
age of electric power and an inadequate transportation 
system. 

The balance of payments deficit for 1955 is estimated 
at US$186 million. By the end of 1955, Argentina’s gross 
gold and foreign exchange reserves will have fallen to 
US$450 million, compared with US$1,682 million at the 
end of 1946. At the same time, foreign debts of a rela- 
tively short-term nature will have risen to US$757 million, 
maturing in the next five years as follows: 1956, US$260 
million; 1957, US$173 million; 1958, US$145 million; 
1959, US$104 million; and 1960 and thereafter, US$75 
million. This critical balance of payments position is at- 
tributed to the following factors: (1) failure to provide 
adequate price incentives and to adopt policies to promote 
an adequate growth of agricultural production; (2) fail- 
ure to direct industrialization into channels that would 
strengthen the country’s external position, particularly by 
replacing imports in general and more specifically by 
reducing the country’s reliance on imported raw materials, 
e.g., iron, steel, and chemicals; (3) failure to reduce re- 
liance on imported fuels by promoting expansion of 
petroleum production; and (4) the electric power shortage 
and the inadequacy of the transportation system. 

Dr. Prebisch attributes the inflation in Argentina to 
monetary expansion arising from “misdirected state inter- 
vention in the country’s economic life” and to the wage 
policies of the Government. Part of the considerable 
resources available after the war was wasted in ill-advised 
or unproductive investment, and the rest was devoted to 
the repatriation of foreign debt and capital. The excessive 
monetary expansion is the result of losses in the state grain 


price-support programs, deficits of the state railway sys- 
tem, and expansion of mortgage credits. In 1955 these 
three factors will be responsible for an increase of ap- 
proximately 9,700 million pesos in the money supply. 
The second basic force behind inflation has been across- 
the board wage and salary increases in excess of produc- 
tivity gains. In the past ten years, the real income of indus- 
trial workers rose by 37 per cent, while per capita real 
income increased by only 3.5 per cent. The gain of one 
sector was at the expense of other sectors, mainly farm 
workers and white-collar workers. 

Dr. Prebisch recommends the establishment of a free 
exchange market to promote the export of certain manu- 
factures, the repatriation of Argentine capital now held 
abroad, and the inflow of foreign capital. For the time 
being, transfers by nonresidents should be restricted to 
current earnings, i.e., earnings received after June 30, 
1955. 

An official rate of exchange of M$N 18 per U.S. dollar 
should apply to all trade transactions other than those 
eligible to move through the free market. The latter 
should include imports of capital goods, luxury imports, 
with surcharges to restrain demand, and invisible and 
capital transactions. The full benefit of devaluation should 
not be passed on to exporters immediately, but a margin 
should be retained to allow for future cost increases. 
Pending increases in costs of production of exports, pro- 
ceeds withheld from exporters should be used to finance 
economic recovery programs. 

Minimum exchange surrender requirements should be 
established for exports, proceeds in excess of surrender 
requirements being available for the free exchange market. 

Argentina’s bilateral agreements, which have been a 
source of price and trade distortion, should be eliminated 
gradually. In the transition to full trade liberalization, 
agreements similar to the Brazilian “limited convertible 
area” agreement with the United Kingdom, the Nether- 
lands, and Western Germany may be useful. Arrange- 
ments should be made for the payment of debts under 
existing bilateral clearing agreements in a manner that 
leaves a certain degree of flexibility in the balance of 
payments. 

The exchange resources available in the official market 
are not expected to be sufficient in 1956 to permit imports 
of urgently needed capital goods. These imports will 
depend very largely on availabilities in the free exchange 
market. Therefore, it is essential that Argentina seek 
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foreign capital to finance these urgent capital goods re- 
quirements. In this connection, the Export-Import Bank 
of Washington and the International Bank for Reconstruc- 
tion and Development are important potential sources of 
financing. However, Argentina is not a member of the 
IBRD; to become a member, it must also join the Inter- 
national Monetary Fund. The Government, hence, should 
consider the advisability of becoming a member of these 
institutions. 

The exchange reform itself would eliminate a substan- 
tial portion of monetary expansion arising from losses in 
grain price-support programs. The pressure exerted by 
the increase in mortgage credits should also be eliminated 
by transferring the burden of financing these operations 
from the Central Bank to the social security funds. The 
state railways should be reorganized and every effort made 
to eliminate the deficit. In the meantime, deficits should 
be financed from the increases in savings deposits and in 
money supply commensurate with the need of the economy 
for a greater volume of currency as the economy grows. 

A strict control on wages and salaries should be exer- 
cised to prevent the recurrence of a wage-price spiral. 
Broad wage adjustments following an increase in the cost 
of living would defeat the purpose of the devaluation, which 
is to increase income incentives for agricultural produc- 
tion. The need for adjustment in special cases, where 
earnings have lagged seriously, is, however, recognized. 

Measures should be taken to give greater freedom to the 
Argentine economy. Although the relative tax burden 
should not be increased, measures should be taken to 
reduce the regressive nature of the tax structure and to 


increase the efficiency of the tax collection system. It is 
recommended that, in any measures taken to obtain larger 
contributions from taxpayers with high incomes, prefer- 
ential treatment should be given to income going into 
productive investments in contrast to income going into 
consumption, 

A recommendation is made to push ahead immediately 
with an investment program of US$200 million in foreign 
exchange and M$N 3,000 million in local currency to 
expand the production of petroleum. Petroleum produc- 
tion should be held as a state monopoly, although private 
enterprise might be allowed to participate in its distri- 
bution. 

In preparing a long-term economic development pro- 
gram, the direction of investments should be to those 
sectors that will improve the balance of payments by 
increasing exports or replacing imports. The implemen- 
tation of the investment program will require foreign 
capital. For this purpose, the Government must adopt 
policies conducive to a favorable climate for the import 
of capital. This means, among other things, controlling 
inflation and taking measures to improve the balance of 
payments. The long-run exchange policy should be gradu- 
ally to shift trade transactions to the free market as the 
balance of payments position improves. The eventual goal 
should be a free exchange market with no import or 
exchange controls. 

Sources: La Nacién, October 27 and 28, 1955, and The 
Review of the River Plate, October 31, 1955, 


Buenos Aires, Argentina. 


Problems Relating to Currency Convertibility 


The Subcommittee on Foreign Economic Policy of the 
Joint Committee on the Economic Report, U.S. Congress, 
held public hearings in Washington from November 9 to 
November 17. The purpose of the hearings was to explore 
the relation of U.S. foreign economic policy to the con- 
tinued growth and stability of the domestic economy. On 
November 10, Mr. E. M. Bernstein, Director of the Depart- 
ment of Research and Statistics of the International Mone- 
tary Fund, presented to the Subcommittee his personal 
views on certain problems relating to currency converti- 
bility. He stated that currency convertibility is an essen- 
tial requirement of multilateral trade. “Unless each coun- 
try can use the proceeds of its exports to every country 
to pay for its imports from any country, it will be unable 
to buy and sell in the best markets. Without discussing 
the technical distinctions among various types of conver- 
tibility, it may be accepted that the currency convertibility 
with which we are concerned is that which will provide the 
financial basis for a general system of multilateral trade. 

“The natural consequence of the convertibility of cur- 
rencies would be the disappearance of discrimination in 


international trade and payments for balance of pay- 
ments reasons. Most small countries are not in a 
position to determine independently whether to make their 
currencies convertible. At present, a considerable number 
of countries apply currency and country discrimination 
to their imports and other payments only because an im- 
portant part of their receipts is in the form of incon- 
vertible currencies. The few countries that make no dis- 
tinction between their dollar and other payments (and 
have made their own currencies convertible) are able to 
do so largely because substantial parts of their exports 
are to the United States and other dollar countries. 

“The practical problem of establishing convertibility is 
confined to the leading currencies of Western and North- 
ern Europe. The convertibility of sterling, one of the two 
principal reserve currencies, is clearly of strategic impor- 
tance. The sterling area does more than 25 per cent of 
total world trade, and the $10.8 billion of sterling balances 
represent about 30 per cent of the gold and foreign 
exchange reserves of the free world outside the United 
States and the United Kingdom. The sterling balances 
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held by the monetary authorities of sterling area countries 
are convertible into dollars, but these countries are ex- 
pected to apply much the same restraints as the United 
Kingdom on dollar payments. 


“If the currencies of the great trading countries were 
made convertible, a general system of multilateral trade 
would inevitably be restored, and trade and payments dis- 
criminations for balance of payments purposes would soon 
disappear. For no country can find it worth while to dis- 
criminate on a currency basis if all of its payments are 
made in equivalent currencies—that is, convertible cur- 
rencies. Discrimination in trade on a country basis could, 
of course, persist, but its purpose would be mutual pro- 
tection of import-export markets. Such discrimination is 
not likely to have the scope or to be on the scale of the 
payments discriminations that result from the inconverti- 
bility of leading currencies. 


“A substantial degree of multilateralism in trade and 
payments has been achieved in recent years. The most 
important limitation on a general system of multilateral 
trade arises from the discriminations still applied against 
dollar imports and dollar payments. Such discriminations 
are obviously of special importance to the United States and 
Canada, and to other countries—Mexico, Venezuela, etc.- 
that do their business on a dollar basis. It would be a 
mistake, however, to assume that the wider establishment 
of convertibility would result in a large increase in the 
exports of the dollar countries. That is unlikely unless 
and until the gold and dollar earnings of the rest of the 
world increase to approximately the same extent. Con- 
vertibility would, however, bring an end to the discrimina- 
tion which exposes all dollar exports to sudden and 
arbitrary curtailment. 


“The Articles of Agreement of the International Mone- 
tary Fund state that one of its objectives is ‘to assist in 
the establishment of a multilateral system of payments in 
respect of current transactions’—that is, convertibility. 
Nevertheless, ‘in the postwar transitional period members 
may . .. maintain and adapt to changing circumstances 

. restrictions on payments and transfers for current 
international transactions.’ This provision permits coun- 
tries to restrict transfers of currencies and to discriminate 
in payments on the basis of the country to which or the 
currency in which payments are made. In brief, the 
temporary inconvertibility of currencies is authorized un- 
der the transitional arrangements of the Fund Agreement. 


“It is important to see why provision was made for the 
continuance of inconvertibility and other exchange re- 
strictions during a postwar transitional period. The war 
involved far more destruction and disruption than is 
generally realized. A country like the United Kingdom, 
for example, put all of its resources into the war. Indus- 
trial investment was cut to the bone, consumption was 
severely restricted, and long-established export trade was 
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abandoned for the duration of the war. A considerable 
part of the goid and dollar reserves of the sterling area 
was spent and some of its most profitable foreign invest- 
ments were sold to pay for war material procured abroad, 
principally in the United States, before lend-lease. 


“The most urgent task confronting these countries was 
to restore quickly their capacity to produce and to trade. 
Otherwise, the economic efficiency of these regions might 
have been seriously impaired for a long time. Their re- 
construction needs were expected to be exceptionally 
large; their resources were known to be small. The transi- 
tional arrangements, under which they could restrict 
transfers and payments on a discriminatory basis, were 
intended to enable them to conserve their resources for 
reconstruction. 


“With their own production far below prewar levels, the 
limited reserves of these countries could have been quickly 
dissipated in meeting the war-born hunger for goods. The 
United States and Canada were almost the only large 
sources of ready supply for goods of all kinds. By re- 
stricting their dollar purchases to the most essential goods, 
the countries engaged in reconstruction could begin to 
equip their factories and revive their own production. It 
is true that imports of some goods were permitted from 
other countries, even when imports of similar goods were 
severely restricted from dollar countries. The reason, 
however, was that such trade involved little or no drain on 
the gold and dollar reserves. With the necessity of pro- 


viding billions of dollars in aid to hasten recovery, it 
could only add to the burden of the United States to insist 
on premature removal of restrictions against dollar im- 
ports. 


“It may be asked whether these countries could have 
conserved their gold and dollar resources for reconstruc- 
tion without discrimination against dollar imports. Con- 
ceivably, they could have depreciated the dollar value of 
their currencies so much that it would not have been 
feasible for their people to buy dollar goods. In the 
abnormal conditions immediately after the war, devalua- 
tions on such a scale would have risked the utter destruc- 
tion of confidence in European currencies. It would have 
forced an enormous rise in the costs of food, raw materials, 
and equipment; it would have encouraged a bidding up 
of prices and wages that would have added a gigantic 
postwar inflation to the already considerable wartime 
inflation. The long-run interests of American producers 
could not be served by putting dollar goods in a price 
range beyond the reach or the hopes of European con- 
sumers. 


“In the actual event, severe import restrictions could 
not provide the resources for reconstruction on the scale 
and at the pace that proved to be necessary. Import re- 
strictions had to be supplemented by rationing of con- 
sumption in order to leave more output for investment and 
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for exports. Even so, postwar aid from the United States, 
Canada, and other countries and from international in- 
stitutions was indispensable. At the same time, we must 
not underestimate the contribution that these countries 
made to their own reconstruction through hard work and 
self-denial. Large and generous though foreign aid was, the 
greater part of the resources for reconstruction came from 
the production and the savings of their own people. 


“The reconstruction of wartime damage and the re- 
sumption of disrupted trade have been virtually completed 
in most countries hard hit by the war. A far better 
recovery has been made this time than after the First 
World War. The world economy today is prosperous and 


strong. We have good reason to believe that most coun- 
tries will deal with their internal and external economic 
problems in a broad and constructive way. It is for these 
reasons that the Managing Director of the International 
Monetary Fund, Mr. Ivar Rooth, has said that ‘the con- 
ditions that necessitated the postwar transitional arrange- 
ments are passing away.’ 

“The extent to which the world economy has recovered 
from the effects of the war is indicated by the growth 
in production and trade. In the large trading countries 
of Western and Northern Europe, for example, industrial 
production in the first half of 1955 was about 70 per cent 
higher than immediately before the war. Of course, the 
increase in national product is not as large as the increase 
in industrial production, and allowance must also be 
made for the fact that their population is now about 
13 per cent higher than it was in 1937. 


“A similar recovery has taken place in world trade. In 
the first half of 1955, the volume of world trade (outside 
the Soviet bloc) was nearly 70 per cent larger than before 
the war. Most of this increase has taken place since 1948, 
and much of it is accounted for by the expansion of 
exports of the large trading countries of Western and 
Northern Europe. While the dollar value of total world 
exports increased by 50 per cent between 1948 and the 
first half of 1955, the dollar value of the exports of these 
countries of Western and Northern Europe increased by 
nearly 90 per cent. A very substantial part of this increase 
has been in exports to dollar countries. 


“The consequence of the growth and redirection of 
world trade has been the emergence of a surplus in the 
over-all dollar accounts, including aid, of the rest of the 
world. Since 1950, the free countries outside the United 
States have added nearly $10 billion to their gold and 
dollar reserves. Nevertheless, the reserves of some im- 
portant trading countries, notably the United Kingdom, 
are still far too small for their present and prospective 


needs. 


“Although the world economy has recovered from 
the effects of the war, many countries are still confronted 
with payments difficulties. These payments difficulties are 


not postwar transitional problems. They are largely the 
manifestation of inflationary pressures arising from over- 
ambitious plans for investment and excessive expectations 
for consumption. Such pressures must be expected to 
recur from time to time in individual countries. They are 
part of a dynamic world in which national policies are 
adapted much too slowly to the changing circumstances 
with which they must deal. 


“The nature and the magnitude of the payments diffi- 
culties now being experienced by the United Kingdom 
and the sterling area are indicative of the great change 
in the world payments situation. In the past 15 months, 
there has been a decline of about £240 million in the 
reserves of the United Kingdom. Such a deficit is not 
large compared with either the total payments of the 
sterling area or total production in the United Kingdom. 
It is essentially the result of excessive demand in the 
United Kingdom and some Commonwealth countries. 


“The world has moved a long way since balance of 
payments deficits were measured in billions and every 
country was desperate for dollars. Not in a generation has 
the world’s dollar payments position been so strong or its 
prospects so promising. Under the circumstances, it is 
understandable that there should be some impatience that 
inconvertibility should continue under the transitional 
arrangements. This impatience must not lead us, however, 
to overlook the notable progress that has been made to- 
ward convertibility during the past few years. 


“There is a tendency to think of convertibility in abso- 
lute terms. This is a common fallacy: a currency is said 
to be either convertible or inconvertible. As a practical 
matter, there are vast differences among currencies classi- 
fied as inconvertible; some are little better than blocked 
funds, others are almost equivalent to dollars. If we think 
of convertibility in relative terms, we can see much better 
how close a currency like sterling has come to being 
convertible outside the sterling area. 


“American account sterling, representing receipts from 
current transactions by residents of dollar countries, could 
always be sold on the official exchange market for U.S. 
dollars at a rate within three-fourths per cent of parity. 
On the other hz .d, until recently, transferable sterling, 
representing receipts from current transactions by resi- 
dents of countries not in the dollar area, could not legally 
be sold for dollars under the exchange control provisions 
of the sterling area. Actually, such transactions were ar- 
ranged in some markets of uncertain respectability. 


“Just before the devaluations of 1949, transferable 
sterling sold for a discount of about 20 per cent. Today, 
transferable sterling can be sold for dollars at a discount 
of 1 per cent in the exchange markets in Ziirich and New 
York. While such transactions are not nominally in 
accord with the exchange regulations of the United King- 
dom, no effort is made to prevent them; and there is 
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official support to keep transferable sterling from depart- 
ing too far from official sterling. 

“Progress toward reducing dollar import discrimination 
in the United Kingdom and the sterling area has not kept 
pace with the de facto convertibility of sterling in the 
exchange market. Nevertheless, considerable progress has 
been made. In the United Kingdom, most raw materials 
and foodstuffs, including all the major ones, can now 
be imported without discrimination. In other sterling area 
countries, a substantial part of their imports is bought on 
a competitive price basis, without preference for non- 
dollar currencies. What remains of dollar discrimination 
in the United Kingdom and the sterling area, although not 
negligible, is small in comparison with the total imports 
of these countries and in comparison with the discrimina- 
tion that prevailed only five years ago. 

“The conditions necessary for convertibility are being 
rapidly attained. The dollar earnings of the rest of the 
world are large and there is good reason to expect that 
they will continue to grow. Under such conditions, it 
should be possible to establish and to maintain a strong 
and balanced pattern of international payments under 
the heightened competition of convertibility. As the world 
approaches such a pattern of payments, we shall find that 
countries will behave as though their currencies are in fact 
convertible, even if the currency is not convertible de jure 
and even if the country clings to the transitional provis- 
ions of the Fund Agreement. 

“As sterling and other leading European currencies 
become, in practice, more and more nearly equivalent to 
dollars through de facto convertibility in the exchange 
market, the reliance on dollar discrimination for balance 
of payments purposes will gradually pass away. So long 
as world trade is at a high level, dollar payments are 
well balanced, and dollar markets open and prosperous, 
few countries will be willing to enter into special arrange- 
ments involving discrimination, accumulation of incon- 
vertible foreign exchange, and excessive dependence on 
controlled markets. The trade policy of the United States 
is of vital importance to convertibility. 

“With a world payments environment favorable to 
convertibility, and with exchange markets behaving as 
though the leading currencies were almost convertible, the 
question arises why there is hesitation in taking the final 
step of placing international payments on a convertible 
currency basis. The United Kingdom and the sterling area 
are having some difficulties in keeping their payments in 
balance. These difficulties are not large in magnitude and 
they should be overcome in the coming year, now that 
more forceful policies are being put into effect. It is 
understandable that convertibility of sterling should be 
put off temporarily to a more favorable time. The prob- 
lem, however, is not wholly one of timing. 

“There is a tendency in the United Kingdom to exag- 
gerate the adverse effects on sterling area payments of 


the heightened competition of convertibility. Temporary 
payments difficulties should involve no greater strain on 
the gold and dollar reserves with convertibility than they 
do now. Directly or indirectly, the United Kingdom is 
already paying gold and dollars for the deficits of the 
sterling area. The only protection for the reserves of the 
sterling area is a strong payments position. 


“Nevertheless, many people in Britain have great emo- 
tional resistance to convertibility. They are apt to associ- 
ate convertibility at this time with the great deflation in 
the 1920’s when the gold standard was restored, or with 
the rapid depletion of reserves during the abortive attempt 
to undertake convertibility in 1947. And when payments 
difficulties do arise, as they must from time to time, they 
will somehow be attributed to convertibility. This is a 
practical political obstacle to early sterling convertibility. 


“There are some real problems that must be dealt with 
before sterling is made convertible. The United Kingdom 
is concerned that other countries snould not impose re- 
strictions and discriminations against the sterling area 
for the sole purpose of converting sterling into gold or 
dollars. Countries contemplating convertibility need as- 
surance that they will not be hampered in competing for 
world trade by such measures, particularly systematic 
discrimination through bilateral agreements. The Fund 
is already taking steps to secure the full collaboration of 
all countries in reducing and eliminating as rapidly as 
practicable their reliance on bilateralism. 


“The United Kingdom also needs assurance of adequate 
reserves to enable it to proceed with convertibility of 
sterling when conditions are favorable. There is a possi- 
bility that whenever sterling is made convertible there will 
be some immediate impact on the exchange market, par- 
ticularly through capital movements. Even though such 
capital movements would probably soon be reversed, re- 
serves should be available to meet this contingency and 
to give confidence that the continued convertibility of 
sterling, once undertaken, can never be in doubt. The 
Fund has stated on a number of occasions that it is pre- 
pared to use its resources generously to help countries 
undertaking convertibility. 


“The world-wide trade and payments conditions neces- 
sary for convertibility are being achieved. The practical 
problem is to find the means to move from the transitional 
arrangements permitting inconvertibility to the permanent 
arrangements requiring convertibility, with exchange re- 
strictions and discriminations subject to the Fund Agree- 
ment. The movement to this new regime must be accom- 
plished without risking the progress already made in 
strengthening the pattern of world payments. With good 
will and mutual understanding among the great trading 
countries, with leadership and strength provided by the 
International Monetary Fund, I am confident that this 
problem can be met.” 





Europe 
U.K. External Trade in October 


The total of U.K. exports (£268.1 million) and re- 
exports (£12.8 million) in October rose to £280.9 million, 
from £253.8 million in September, and was 131% per cent 
higher than the average for the first nine months of 1955. 
Imports increased to £333.4 million, from £304.4 million 
in September, and were 4 per cent higher than the nine- 
month average. The visible trade deficit of £52.5 million 
was only slightly higher than in September (£50.6 mil- 
lion) and was the third lowest this year, the smallest 
deficit being £32.6 million in May. The average deficit for 
the first nine months was £75.1 million. For the year as 
a whole, it now appears that the deficit may be around 
£850 million; in 1954 it was £608 million and in 1953 
£655 million. Although exports reached a peak in Octo- 
ber, the Board of Trade points out that October exports 
are normally high, and that this year the figures may 
include a further small installment of shipments delayed 
by the May-June strikes. 

Shipments to North America in October were at a 
record level of £33 million—almost 29 per cent higher 
than the average for the first nine months. Shipments to 
the United States rose by £3.3 million, to £19.2 million, 
the highest figure ever achieved and 34 per cent more than 
the monthly average in January-September. Exports to 
Canada rose by £2.2 million, to £13.8 million; this was 
22 per cent above the January-September average, but 
was not so high as in May or july this year. 

Source: The Financial Times, London, England, Novem- 


ber 11, 1955. 
Netherlands Railways Loan 


The Netherlands Railways, a government enterprise, is 
issuing a 20-year 34% per cent loan at par for a total 
amount of f. 50 million (US$13 million). The interest 
and amortization payments are higher than those of the 
last Netherlands Treasury loan of f. 250 million in Sep- 
tember 1955 (a 30-year 344 per cent loan issued at par), 
the terms of which did not appear attractive to the market. 
Sources: De Maasbode, October 1, 1955, and Nieuwe 

Rotterdamse Courant, November 8, 1955, Rotter- 
dam, Netherlands. 


Wages and Prices in Sweden 

The Governor of the Sveriges Riksbank has warned that 
it is time to stop the policy of raising wages to such an 
extent that price increases become unavoidable.’ For ten 
years this policy has been pursued in Sweden and abroad, 
he said. Had Sweden pursued the policy alone, it would 
not have been possible to carry on even for six months 
before external difficulties would have forced a change 
Now other countries are taking restrictive 
monetary and fiscal measures, and if these countries suc- 
ceed while Sweden proceeds with an unchanged policy, 
Sweden will be in great difficulties. 


in policy. 
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Two demands have been raised: One is that the workers 
receive compensation for any price increases granted the 
farmers to compensate for the smaller harvest this year. 
The long and dry summer has resulted in a harvest that 
will yield farmers about SKr 505 million less than had 
been expected. The farmers will bear SKr 165 million 
of the loss, but the remainder will have to be raised 
through subsidies and/or higher prices. The Governor 
warned that the volume of domestic resources has been 
reduced by the smaller harvest, and that higher prices or 
higher subsidies cannot conceal this fact. Moreover, since 
there are no surplus funds available in the budget to cover 
the SKr 340 million, new taxes will have to be imposed, 
at a time when everyone expects lower taxes. If the 
Government should borrow the funds from the Riksbank 
or commercial banks, inflationary pressures, with conse- 
quent higher prices, would be generated. The simple 
truth, the Governor said, is that it will not be possible 
to avoid price increases. 

The second demand is for higher wages for the workers 
to compensate for the higher prices that have resulted 
from the wage increases granted in early 1955. Prices 
have already risen by about 4 per cent, and probably will 
rise by a total of about 5-6 per cent before the end of 
1955. Again and again, the Governor said, the compensa- 
tion ladder has been climbed, and at the same time there 
have been complaints about inflation. The only reason 
why the policy has not yet led to disaster is that other 
countries also have pursued it. But now there is danger. 
If wages and salaries are increased in Sweden more 
rapidly than abroad, the policy will break down because 
Sweden’s foreign exchange reserves will disappear. The 
Governor took issue with the opinion that the trade unions 
should press for higher wages while the Government's 
responsibility is to preserve domestic over-all equilibrium. 
He stated that past experience shows that wages could be 
driven up so much that there would be the danger that the 
authorities could not preserve equilibrium. Sweden now 
has full employment, he said; without that, wages would 
not be so high, and it would be easy to keep them in 
balance. If continuance of a full employment policy is 
desired, it will be necessary for the unions and the politi- 
cians to work together in order to keep wage increases 
within the limits set by increases in productivity. Other- 
wise, the inflation will continue and, if other countries 
succeed with their restrictive measures, Sweden will be 
forced to give up its full employment policy. 

Source: Svenska Dagbladet, Stockholm, Sweden, Novem- 
ber 7, 1955. 


West German Budget 


The West German Government's budget estimate of 
DM 32,600 million for the fiscal year 1956-57 exceeds that 
of the current fiseal year by DM 2 billion. The budget 
again provides for a planned deficit, to be covered from 
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loans of DM 1,100 million and part of the carry-over of 
unspent occupation-cost funds, amounting to DM 2.4 bil- 
lion. Ordinary receipts are expected to exceed those orig- 
inally estimated for the present fiscal year by DM 2,526 
million, with some further tax reductions, amounting to 
DM 400 million, being taken into account. The higher 
figure for ordinary receipts is based primarily on an 
estimated increase of DM 1,600 million in the yield from 
turnover taxes, and of DM 880 million in customs receipts 
and yields from consumer taxes. The major items in the 
latter figure are increases of DM 450 million in customs 
receipts, DM 200 million in receipts from the tobacco tax, 
and DM 128 million in yields from the gasoline tax. Al- 
though building costs have increased considerably in 1955, 
the new budget provides for the same expenditure on 
housing that is included in the current budget. On the 
other hand, higher expenditures are foreseen for invest- 
ments of the federal railway and for road construction. 
The item for defense expenditures remains at the cur- 
rent year’s figure of DM 9 billion. The carry-over of 
oceupation-cost funds voted but unspent in earlier years 
will be entered on the side of receipts, as it was in the 
1955-56 budget. This item is carried on the expenditure 
side as a reserve for unforeseen defense expenditures. 
Source: Handelsblatt, Diisseldorf, 
ber 11, 1955. 


Yugoslav Tobacco Exports 

Yugoslavia’s tobacco exports reached a peak of 11,200 
tons, valued at 3.8 billion dinars (US$12.7 million), in 
the first eight months of this year; they were directed 
primarily to France, the United States, the Soviet Union, 
and various countries in the Soviet bloc. Yugoslavia’s 
share in the tobacco imports of most countries, however, 
is comparatively small, and it is believed that a significant 
further expansion of Yugoslav tobacco exports is still 
possible. 
Source: Neue Ziircher Zeitung, Ziirich, Switzerland, No- 


vember 5, 1955. 


Official Purchases of Cereals in Turkey 
The Turkish Soil Products Office (TOPRAK ), a govern- 


ment organization that carries out price-support policies 
for farm products, purchased directly from growers 
1,079,329 tons of cereals, involving payments of LT 309.1 
million (US$110.4 million), in the period from June 1 to 
October 31, 1955; some 852,000 tons of these purchases 
were wheat. During the same period, the Soil Products 
Office exported to various countries cereals valued at 
LT 27.6 million ($9.8 million). 

Production of cereals this year is estimated at 13,000,000 
tons, or 3,369,000 tons more than in 1954 and 1,241,000 
tons less than in 1953 when output reached an all-time 
peak. Output of most cereals was higher in 1955 than in 
1954. An important exception was rice, production of 
which was some 60 per cent less than output in both 1954 


Germany, Novem- 
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and 1953, apparently because of lower rice prices and ad- 
verse weather. 


Sources: Le Journal d’Orient, Istanbul, Turkey, Novem- 
ber I and 7, 1955. 


Middle East 
Egypt to Limit Cotton Acreage for 1956-57 Crop 


The Egyptian Council of Ministers has announced that 
acreage for the 1956-57 cotton crop will be limited to 
33 per cent of the country’s agricultural acreage. This 
maximum for cotton is applicable throughout the country, 
whereas last year it was established at 33 per cent in 
Lower Egypt and 37 per cent in Upper Egypt, with certain 
allowances in the latter region that slightly increased the 
percentage. The area allotted to the Ashmouni variety 
of cotton will be decreased in the new season. 

Source: Department of Agriculture, Foreign Crops and 
Markets, Washington, D. C., October 31, 1955. 


Israeli-Soviet Barter Deal 


The Israeli Embassy in Moscow recently announced the 
conclusion of a barter agreement between Israel and the 
Soviet Union providing for exports of 15,000 tons of 
oranges, lemons, and bananas from Israel in exchange for 
deliveries of 350,000-400,000 tons of crude and fuel oils 
from the Soviet Union. The prices of Israeli fruit exports 
have been fixed, while the prices of Soviet oil exports 
(deliveries are to be completed by the middle of 1956) 
will fluctuate in accordance with world market prices. 
Negotiations between the two Governments concerning 
similar barter deals are reported to be in progress. 
Source: Neue Ziircher Zeitung, Zurich, Switzerland, No- 


vember 5, 1955. 


United States and Canada 
Liberalization of Buy American” Act 


The U.S. Department of Interior has issued a policy 
statement changing the treatment given foreign bidders 
on electrical equipment for federally financed construction 
projects. In accordance with the 1954 Executive Order of 
the President, which reduced the differential required be- 
tween U.S. domestic and foreign bids (see this News 
Survey, Vol. VII, p. 211), the Department’s policy will 


allow domestic bidders a standard 6 per cent differential 


in their favor. This contrasts sharply with practices prior 
to 1954, when the differential ranged as high as 25 per 
cent. In addition to the standard differential, U.S. firms 
in labor surplus areas will be entitled to an additional 6 
per cent, a reduction from the 9 per cent announced by 


the Department two weeks ago. (The 1954 Executive 
Order did not specify the amount of the differential to 
which U.S. bidders in labor surplus areas would be 
entitled ) . 


As a result of the ruling by the Department, four con- 
tracts totaling $481,000 have been awarded to Italian. 





172 


British, and Swiss manufacturers to supply transformers 

and circuit breakers for U.S. Government projects. 

Source: The Journal of Commerce, New York, N. Y., 
November 15, 1955. 


Widening of Canadian Trade Deficit in 1955 


Canadian exports and imports both reached record 
levels during the first nine months of 1955. Exports, at 
Can$3,191 million, were $333 million higher than in 1954, 
while imports rose by $378 million, to $3,429 million. 
Thus, the trade deficit increased by $45 million, to $238 
million. The relative rise in imports was especially notice- 
able during the third quarter of the year, when the deficit 
reached $85 million, against only $8 million in 1954. Of 
the additional exports, about half were sold in the United 
States, with the sterling area countries—principally the 
United Kingdom—accounting for the rest; exports to 
other areas were virtually unchanged from 1954. The 
United States provided 85 per cent of the additional 
imports; imports from the United Kingdom declined 
slightly, but purchases from the outer sterling area and 
other countries increased somewhat. As a result, the deficit 
with the United States and the surplus with the sterling 
area were both larger than last year, while the surplus 
with other overseas countries was reduced. 

Source: Dominion Bureau of Statistics, Daily Bulletin, 
Ottawa, Canada, November 4, 1955. 


Latin America 
Mining Survey in Bolivia 


The U.S. International Cooperation Administration has 


announced that a New York engineering-management 
firm, Ford, Bacon and Davis, will make a survey of min- 
ing in Bolivia, at a cost of $162,000. The firm will seek to 
determine the manner in which mining can make a maxi- 
mum contribution to the Bolivian economy; for this pur- 
pose it will send a six-man team of experts to that country. 
The survey will include all phases of mining, milling, 
smelting and refining, reserves, operations, management, 
and capital requirements. Geological field surveys will 
not be undertaken. 

Approximately 70 per cent of Bolivia’s foreign ex- 
change receipts are obtained from tin ore exports. 
Source: The Journal of Commerce, New York, N. Y., 

November 14, 1955. 


Extension of Brazil's Limited Convertibility Area 


It is reported that Brazil has signed trade and payments 
agreements with Belgium and Luxembourg similar to 
those concluded earlier this year with the Federal Republic 
of Germany, the United Kingdom, and the Netherlands 
(see this News Survey, Vol. VIII, p. 75). Belgium and 
Luxembourg are now included in the area of limited con- 
vertibility, which means that exchange proceeds from ex- 
ports to any one of the countries in the area are pooled 
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and can be used to pay for imports from any country of 
the group. 

It is further reported that, by the end of 1955, when 
the present bilateral agreement with Austria expires, 
Brazil expects to conclude a similar agreement with that 
country. 

Source: The Journal of Commerce, New York, N. Y.., 
November 14, 1955. 


Other Countries 
Australian Wool Prices 


Trends at Australian wool auctions in September indi- 
cated that the market had regained some strength and 
confidence, compared with earlier sales this season. The 
average price per pound for greasy wool sold during the 
first three months of the current season is 55.33 pence, 
compared with 71.97 pence last year. 

Source: National Bank of Australasia, Wool Letter, Mel- 
bourne, Australia, October 29, 1955. 


Rhodesian Loan in London 


The Government of the Federation of Rhodesia and 
Nyasaland has borrowed £10 million in the London 
market through the public issue of 5 per cent stock offered 
at 9914. Redemption will be in 1975-80, the Government 
of the Federation having the option, however, to redeem 
the loan in full or in part as from March 15, 1975. Sub- 
scription lists closed on November 11, and underwriters 
were required to take up about 86 per cent of their com- 
mitments. The loan was issued for the financing of federal 
developments covering railway and road communications, 
African housing and schools, agriculture, water supplies, 
etc. The Kariba hydroelectric scheme is not included. 

The flat yield on the new stock at its price of issue was 
5.025 per cent, and the gross yield to final redemption 
was 5.033 per cent. It was the first time in many years 
that this type of security was issued in London with a 
flat yield of more than 5 per cent. 

Sources: The Financial Times, London, England, No- 
vember 9 and 12, 1955. 
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